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Rating Action: American Water Capital Corp. (New) 

Moody's Downgrades American Water to  B a d ;  Confirms P-2 Short-Term Rating r '1 . .  
, ,  

New York, October 12,2007 - Moody's Investors Service today downgraded to Baa2 from Baal the sen$[ 
unsecured issuer rating of American Water Capital Corp ("Capital"). Moody's also confirmed Capital's P-2 
short-term rating. At the same lime, Moody's assigned a (P) Baa2 senior unsecured rating to Capital's i 

planned $1.5 billion note offering and a Baa2 senior unsecured issuer rating to Capital's parent, American 
Water Works Company, Inc ("American Water"). The rating outlook for both issuers is stable. Today's rafi"g 
action concludes the review for possible downgrade initiated on August 28,2007. . .  
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Moody's review of Capital's short and long-term ratings was prompted by American Water's planned 
recapitalization of the company in advance ofthe divestment, via initial public offering. from its current par@, 
RWE AG (A1 stable). The initial sale of RWE's interest in American Water is expectfx! to happen in late: ' ' 

2007; however, preceding that transaction, Capital is expected to issue $1.5 billion of senior unsecured notes 
in order to substantiallv repay aDDroxirnatelv 52.0 billion of inter-companv debt currently owed to RWE. 
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These notes are expe&edtdoe' &ea in Octooer 2007 It is Mooays 4noerstanaing that the company wil 
also ssue $500 m II on of 'eq,in/ "nits' wncxrent w in  tne IPO tnat w II fun0 out tne balance of inrer- 
company oeol owe0 to RWE 

Tne one-notcn downgraae of Capita's senior "nsecJreo ssuer rating. ana the assignment of a Baa2 issLer 
rating to its parent. Amerwn Water, reflects me loss of implied suppon from RWE following tne IPO. 
nistor ca iy weak consoliaated creoit metrics. ano tne increase In financia, ana opera1 ng r sk going forwaro as 
a puo IC y traoeo stand-alone company Moooy's has also tacen tnis opportunity to equalize the new rat ng for 
American Water a no.aing company w th its finance sd~soiary. Capnal, ode lo me existence of a 'suppon 
agreement" Derween the two entities that effective y oaccstops Cap.ta's timeny payment of principal and 
nterest. as neeaeo. Nevertne ess. an aoditiona concern is tnat approx mate y 60% of Amer can Water's 
consol dated oeot wil be borroweo at Capital. witn tne balance at tne vario-s regu,ateo operating 
SUDS o aries wnere tne materia. casn flows are generate0 We note inat oeot at Cap tal does not oenefit from 
any Jpstream g-arantees from tne reg-laled uti1 ty operat.ons nor ooes the debt ool,gations of me 
suos.oiaries, inc doing Capita , oenef t from any oownstream g-arantee from American Water. 

Moody s conslders Amencan Water's position as tne largest nvestor-owned water uti ity in the J.S. ana 
geograpnic diversty wan regulated operations in 20 states as wing posit ve credit qualit es Moody s v e m  
investor-owned water JI lilies in tne J S as having greater ong-term stability and supportwe regulatory 
treatment tnan most of meir electric uti iky counterpans wnich nas res-lteo goo0 ,eveis of n.sloriwl casn flow 
from sJcn regulate0 operations A tnougn Amer can Waters cash flow denveo credit metrics have exhioiteo 
weakness for some time an0 are consioered somewnat son for the Baa2 rat ng (fJnds from operations (FFOJ 
to total adjsted aeot was approximate y 7.55. for tne Ira ling riveive montn period enoeo JLne 30. 2007). 
Moouy's oelieves tnere s capacity for improvement as tne company nas citner fined or :s p.ann ng 10 fde for 
rate increases in all of me jur sdinions in wnicn t operates atler a long per 00 fol owing RWE s acquls hon 
wnere lne company's aoi in/ to increase rates was ,im le0 d-e to stay-oJt provisions agree0 10 in some 
1-risdict ons T meiy rate ncreases ana tne ao,liry to anract new eqJ ty capita w 11 oe two cey or vers for 
maintaining the rat ny going forwaro as me water utility naJstry remains capital inrens.ve with InfrastrJcture 
spending often times at a multiple of oeprec at on Amer can Water is facing a s zeaole capital spenoing pan 
ana will neeo ro finance aod 1 ona rare base with oebt and equity at ieve s appropnate for the rating category 
to avoid fur-re oownwaro press-re on tne rating or OJI~OO~( g ven tne magniuoe of tne planneo expend txes 

We note inat American Water a so nas a mucn m a l  er non-reg- ated water-re aieo sew ces segment 
(approximate y 129, of 6sca 2006 revendes mat wil rema n a part of its nus ness mooel going forward 
Wnie this osiness segment is considereo a growth area ana s ess capsal intens ve. I .s a so less 
prof.taoie Consequently. me regu,ateo operating suosd.anes will continde IO oe tne pr mary source of funos 
to service oebt ana IO pay me expected oiv dends to its pdbl c snarenoloem 

Tne stao e OUIIOOK reflects Moooy's expectat.ons tnat go ng forward lnere wii oe no ma1er.a cnange to tne 
cdrenr y envis.oned cap !ai slr-ctde Tne refnancing wi  I Iinely nave a negat ve mpact on American Waters 
inanc a Rex oility going fomaro as me w m p a q  terminates IS n stor ca re iance on f,nd ng from .IS arger 
and more hnanc al } secLre parent ano switcnes to meet ng nose capita neeas from !ne PJolic oeol and 
eqdity marcels as a Slanoalone en1 1) Moooy's expecls tne company to ma ntaln adeqJale I qui0 l y  for its 
operations primani, tnro-gn Cap ta 's $700 m II on commercia paper program wncn is cdrenti) Oacn- 
stoppeo oy a cornrn tteo m-lt*-yea, $800 million rev0 Y ng mil( fac I t )  exp ring r i  Septemoe- 2012 A.moJgn 
c-rrentiy lighti) orawn Muooy s expels  me company ma} mooerate y ncrease Is JI :zat on of conimercial 
Daper Domw ngs over tile oaiance of 20C7 



- 
Headquartered in Voorhees, New Jersey, American Water Works Company, Inc. is an indirect wholly-owned 
subsidiary of RWE AG and is the largest investor-owned provider of water, wastewater and related services 
in North America. It is the parent comDany of numerous water utilities in the United States and reported 
revenue in 2006 of $2.1 billion. 
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......... . ...... 
t 2007, Moody's Investors Service, Inc;-&d/or its licensors including Moody's Assurance Company; Inc. 

(together, "MOODYS"). All rights reserved. 
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